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// " uilding a dam across the east -

o ‘branch of the Codorus Creek

to provide a reserve to meet any

conceivable water shortages created thié
man-made lake. In 1912, 250 workmen
with picks, shovels, wheelbarro_ws- and
mules completed this incredible
undértaking in fourteen months.

| Nothing of this magnitude had ever |

been accomplished in this region and

the project captured the attention of the *

public including many skeptical citizens

and newspaper reporters. Not only

was “the dam” construction successfully
completed, but also the reservoir played
a major role dufiﬁg a serious drought

in 1914 - one year after its completion.
Since then, Lake Williams has continued
to Provide 2n UuRimpedee

WURSOT S to the residents of York

County for ninety years - and in the mid

1960: s Lake Redman was constructed to'

-“more than double the Company’s water

stofage capacity.

Ninety years later, and on the
heels of an extended statewide
drought emergency situation,
The York Water Company is in
the midst of a similar planning,
engineering, @m@]‘@@@@tm@ﬁﬁ@m

[

project to meet the & 1 UL2

needs of the community N

Although there will be fewer workmen
involved and no mules, these PD’_@@@E@’& '
day actions Mirror dhe Pasit; as a
proactive response to source of supply
concerns. The Y(Srk Water Company is
presently proceeding through the
approval process to install a pumping
station and 13 to 15 mile pipeline from
the Susquehanna River to Lake Redman.
This major raw water project will provide

our customers with a reserve water

‘source to use during extended periods

of drought. Although The York Water

Company Susquehanna River reserve

and pipeline would only be utilized

“and fully active during droughts and

emergencies, we feel that our customers _
require this level of assurance; preserving
the supply of “That good York water”

for future generations.







Historic

' photographs .
depict the 1812
construction of
the Lake Williams
impounding dam
and reservoir, a
significant water
supply which

has héiped through
several severe

droughts.

i

‘he York Water Gompany has 2 strong tradition of

planning for the future and taking ¢
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n steps

necessary o preserve and supply an unlimited source

of high quality water e its customers.
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One yeajrr after its completion, Laké Williams played a major role in providing water during the serious drought of 1914,




Ninety years later, Lake Williams played a major role in providing water during the drought emergency of 2002.
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he drouglht @@m@ﬁﬁﬁ@@@ of 2002 presented many
challenges to The York Walter Company and te the residents
- of York Counlys. Customers within our many communities faced a very serious
situation concerning our water supply for the second consecutive year. Through
increased water conservation measures and reductions in water usage by many
persons and businesses, which each did their part during the drought “emergency” -

v

a more serious situation was avoided. The reselve and response of the

\

»municipahties, the fire departments, the bulk water haulers, swimming pool
contractors, local media; local companies who offered alternate sources of water

supply, and all of our customers during those tenuous days, weeks, and

s

e e e e e e

months of minimal precipitation - was nothing short of miraculous. These post -
September 11, 2001 pro-active conservation measures represent a more diligent
and resolute outlook on our quality of life issues within York County. The

York Water Company again wishes to thank all of you for your Actions

that helped Preserve the source and supply of York County water.
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Summary of Operations
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For the Year 2002 2001 2000 1999 1998
Water operating revenue........... © $19,553,211 $19;402,542> $18,481,163 ’ $17,51 1\,251 $17,137,029
Operating EXPenses ................ 11,219,992 10,467,905 1‘0,008,624 10,255,553 9,721,428
Operating income........... ........ v8,333,219 8,934,637 8,472,539 7;255,'69,8 7,415,601
Interest e’xp‘ense...;.,ﬁ ............... 2,691,857 .2,855,565° 2,797,705 2,643,579 2,673,614
Other inéome, net................... 182,570 159,536 . 166,003 ‘ 252,058 158,329
INCOME taXeS ....uneveeneeeeannn. 2,033,585 2,232,541 2,083,050 1,710,104 1,764,927
Net income........cooooeviiininnen. $ 3,790,347 $ 4,006,067 $'3,757,‘787 $ 3,154,b73 $ 3,135,389

Per Share of Common Stock®
Bookvalue..........cooeevniin, $5.85 $5.69 $5.33 $5.16 $5.10
Net income...............cccco.... .60 65 _ 63 53 53
Dividends®......... SO 83 5 49 47 47
Number of sHares outstanding

atyear-end..........ceeeeeneenenn. 6,364,803 6,308,664 6,085,466 5,978,182 5,959,444

Utitity Plant _ ,

Original cost ...........cocouvuen... '...$127,117/,248 $121,109,335 ~$114,748,545 $108,804,699 $102,088,§20
Construction expenditures........ 6,309,906 7,095,827. 6,413,721 7,050,376 - 4,989,967

Other -

Total assets® .............. Seeeenenes $118,408,387 $113,351,492 $107,626,319 $10é,600,‘|10 $102,479,091
Long—term debt..ureeiiiieeeen, 32,652,087 32,728,220 32,765,943 32;000,000

32,690,343

o Al per share data has been restated to reflect the May 2002 two-for-one stock sp//t
@  Cash dividends per share reflect dividends declared on shares outstanding at each dividend date.

@  Total assets for years prior to 2000 do not reflect the reclassification of deferred tax assets and liabilities and the refated regulatory

assets and liabflities that were made for 2001 and 2000.

~

For Management's Discussion and Analysis of Financial Condition and Results of Qperations, Please Refer to Page 8.
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As | write this letler,

| think back to a year
like no other. Since
the events of
September 2001,

we have been
profoundly changed.
In spite of these changes,
our obligations to our

customers, employees

and shareholders remain

the same. We must

protect against any interruption in providing high quality
and reliable water service to our customers. During 2002,
we made, and will continue to make, a substantial
commitment to insure that we continue to provide

“That good York water” to our customers.

Security of cur facilities and water supply are not
the only challenge we faced during 2002.
Throughout the year, your Company operated under
the most severe drought conditicns in over 35 years.
The Company’s reservoir levels fell to record lows. In
response to the drought emergency, we revised our Drought
Contingency Plan in August 2002, and developed an
alternative supply of water from a nearby quarry to meet
our by-pass requirement. Thanks to the imaginative efforts
of our employees, the cooperation of the quarry owner,
Global Stone, Inc,, the conservation efforts of our customers
and the cooperation of our regulator, the Department of _
Environmental Protection, we were able to overcome the
challenges posed by the drought. Reservoir levels returned,
to normal in November 2002, and drought restrictions were
lifted in January 2003.

Alsc in 2002, your Company continued its difficult

but critically important effort to secure an additional
supply of water from the Susquehanna River. We are
currently seeking approvals from a host of regulatory bodies.
We are also in the process of designing the facilities necessary
to complete the project. We anticipate that actual construction
of the facilities will begin in the summer of 2003. The entire
project will cost approximately $20 miilion. This project is
strategic to your Company’s objective of providing a reliable
water supply for years to come.

Not only did the severe drought conditions put our
operations to the test, but they also had an adverse
impact on our financial results and position. Due primarily
to a decrease in the volumes of water sold, brought about
by our customers’ conservation efforts, the Company’s

net income for the year decreased 5.4% compared to 2001.
Earnings per share of common stock for the year

decreased to $0.60 from $0.65 for 2001.

The Company understands the importance of dividends to
our shareholders. We have paid dividends consecutively
for the Company’s entire history, since 1816, aperiod of
187 years. This year marked the sixth consecutive year the
‘Company increased its cash dividend. )

Included in our annual report is a comprehensive picture
of the Company’s financial results.

s S Hosis

On December 31, 2002, Bill Morris retired as
President and CEQ after 35 years of cutstanding
service to the Company. During his tenure as
President and CEQ, Bill demonstrated a resolute
dedication to the Company, and helped transform the
Company into its preeminent position in the community
and in the water industry. While Bill will no longer be
involved in the Company’s day-to-day affairs, we're
fortunate that we will continue to benefit from his
experience as he continues to serve as our Chairman.

(fbsasssirsy

Operating an investor- owned water utility is a
challenging activity. But, thanks to the dedication and
commitment of the Company’s directors and employees,
I am confident that we are up to the challenge.

Sincerely,

PP e

Jeffrey 8. Osman
President and Chief Execulive Officer

1
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The Board of Dﬁrec‘&@ré of
The York Water Company
in the lobby of our Main Qffice.
From lef: ' ‘
Jeffrey S. Osman
William 7. Merris, P.E:
Thomas C. Norris
WMichael W. Gang
George W. Hodges
John L. Finlayson
- George Hay Kain, i
Chieé R. Eichelberger

Irvin S. /Nayﬂ@r

ot

William T. Morris, P.E.* (65)
- Chairman of the Board
The York Water Company

Irvin 8. Naylor* {(67)

Vice Chairman of the Board
President

Snow Time, Inc.

George Hay Kain, 101 (54)
Attorney at Law

Chloé R. Eichelberger (68)
President/Chief Executive Officer

John L. Finlayson* (61)
Vice President-Finance and
Administration
Susquehanna Pfaltzgraff Co.

Michael W. Gang* (51)
Partner
. Morgan, Lewis & Bockius LLP

Thomas C. Norris (64)
Chairman-Retired
P. H. Glatfelter Company

George W, Hodges (51)
Office of the President
The Wolf Organization, Inc.

Jeffrey S. Osman* (60)
. President and Chief
Executive Officer
The York Water Company

Chloé Eichelberger Textiles, Inc.

Robert E. Skold
Josephine S. Appell
Frank Motter
H@race Keesey [l

2 ranster Ag@mit & Registrar

Jeffrey $. Osman
President and Chief
Executive Officer

Vernon L. Bracey
Vice President-
Customer Service

Duane R. Close
Vica President-Operations

Jeffrey R. Hines, R.E.
" Vice President-Engineering
Secretary

Bruce C. Wcintosh
Vice President-
Human Resources

Kathleen M. Miller
Chief Financial Officer -
Treasurer :

American Stock Transfer &
Trust Company

59 Maiden Lane .

New York, NY 10273-0923
(800) 937-5449
www.amstock.com

M@@k Exchange Listing

|
I

The Company’s common
shares$ trade on the Nasdagqg
National Market. The
trading symbol is "YORW."

* Members o_f the Executive Committee __




Description of Business

The business of the Company is (o impound, York, Hellam, Windsor, Lower Windsor, Dover and
purify and distribute water. The Company operates Jackson. The Company’s service territory has an
entirely within its franchised territory located in York estimated population of 153,000. Industry of the area
County, Pennsylvania, and is subject to regulation by the served is diversified, manufacturing such items as fixtures
Pennsylvania Public Utility Commission, or PPUC. . and furniture, electrical machinery, food products, paper,
Water service is supplied through the Company’s own " ordnance, textile products, air conditioning, barbells, etc.
distribution system to the City of York, the Boroughs of ' The Company’s present average daily consumption is
" North York, West York, Manchester, Mount Wolf, New - 17,901,000 gallons, and its present safe daily yield is
Salem, Hallam, Jacobus, Loganville, Yorkana, Seven 23,000,000 gallons.
Valleys, East Prospect, Jefferson, Glen Rock, New In the area served by the Company, under the
Freedom, Railroad, and portions of the Townships of | . regulation of the PPUC, there are no competitors. During
Manchester, East Manchester, West Manchester, North the five years ended in 2002, the Company has maintained
Codorus, Shrewsbury, North Hopewell, Hopewell, an increasing growth in number of customers and
Springettsbury, Spriﬁg Garden, Conew}ago, Spririgfield, distribution facilities as shown by the following chart:
2002 2001 2000 1999 1998
Average daily consumption . _ o
(gallons per day) - : 17,901,000 18,734,000 18,542,000 20,928,000 19,488,000
. Miles of mains at year-épd ’ 731 717 703 696 671
Additional distribution mains installed (ft.) Y A F4 /77,928 67,072 130,262 . 85,431
' Number of customers . 51,023 50,079 49,195 48,144 47173
Population served o © 153,000 149,000 ' 146,000 144,000 . 142,000

Operating revenue in 2002 is derived from the followi/ng sources and iri the following percentages:

Residential, 59%; Commercial and Industrial, 33%; Other, 8%.

Market for Common Stock and Dividends | :
Beginning January 16, 2001, the common stock of The York Water Company is traded on the Nasdaq National Market. Prior to
January16, 2001 the common stock of The York Water Company was traded over-the-counter.©

Quarterly price ranges and cash dividends per share for the last two years follow:

| 2002 ' | 2001

| High Low Dividend* High Llow  Dividend®
| 1st Quarter . $16.25 $13.02 $0.130 $12.75  $8.94 $0.125.

! 2nd Quarter 1950 - 1527 0.130 : 12.63 1100 . 0125

E 3rd Quarter ) ’ 17.90 14.05 0.130 : 12.66 1138 . 0.125

: 4th Quarter ‘ 17.24 12.68 0.135 15.16 11.50 0.130

* Cash dividends per share reflect dividends declared on shares actually outstanding at each dividend date.
(Refer to Note 4 to the Financial Statements for a description of the restriction on the declaration and payment of cash dividends.)

Prices are cloéing prices listed on Nasdag.
Sharecholders of record as of December 31, 2002 numbered 1,353-
Per share data has been restated to reflect the May 2002 two-for-one stock split.

Finahcial Reports and Investor Relations
Shareholders may request, without charge, copies of the Company’s fmanc1al reports including Annual Reports and
Forms 10-K and 10-Q. Such requests, as well as other investor relations inquiries, should be addressed to:

Jeffrey S. Osman - President The York Water Company Or visit our web page at: www.yorkwater.com
Box 15089, York, PA 17405-7089 :
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" This Annual Report contains certain forward-
looking statements within the meaning of the Private
SecuritiesbLitigation Reform Act of 1995, including
statements made with respect to the results of
operations and businesses of the Company. Words such

"o "o

"should,"” "believe, estimate,”

as "may," anticipate,

"expect,” "intend,” "plan” and similar expressions are
intended to identify forward-looking statemients.
Forward-looking statements include certain information
relating to the Cornpany’s business strategy, including -
the markets in which it operates, the services it provides,
its plans for constn;ction, its expansion of its service
territories, water usage by its customers and its plans to

- invest in new technologies. These forward-looking
statements are based upon management's current plans,
expectations, estimates and assumptions and ‘are subject
to a number of risks and uncertainties that could - ‘
significantly affect current plans, anticipated actions

and the Company's financial condition and results of
operations. Factors that may cause actual results to differ
materially from those discussed in such forward-looking
statements iri;:lude, among others, the following
possibilities: (i) weather conditions, particullarjly the

* amount of rainfall; (ii) the level of commercial and
industrial business activity within the Company's
service territory; (iii) construction of new housing within
the Company's service territory; (iv) governmental
regulation affecting the Company's rates and service
obligations; and (v) general economic and business
conditions, including interest rates, which are less
favorable than expected. The Company does not intend
to update these cautionary statements.

Results of Operations

Mam@g@mc@,mﬁ S @ug@;wsgn@m & Amaﬂymg

Operating expenses for 2002 increased $752,087,
or 7.2%, compared to 2001. The increa§e was due to a
number of factors including: increased public utility
realty taxes, increased pension costs, ificreased health
insurance premiums, and increased deprec1at10n
expenses. Reduced main and service line maintenance
costs due to the completion of highway relocation in
2001 partially offset the increase in operating expenses.

Interest on short-term debt decreased $111,758 in
2002 compared to 2001 due to lower interest rates and
a decline in short-term debt outstanding throughout
the year. The average short-term debt outstanding in
2002 and 2001 was $2,432,512 and $3,298,887,
respectively.

Allowance for funds used during construction for
2002 increased $51,574, or.538.7%, when compared to
2001 Capitalized interest on the pipeline to the river
project accounts for the majority of the increase.

Federal and state income taxes declined by
$198,956, or 8.9%, due to a decrease in taxable income.
The effective tax rates for 2002 and 2001 were 34.9%
and 35. 8%, respectively.

2001 C@MPA]RIED WITH 2000

2002 COMPARED WITH 2001

Net income for 2002 was $3,790,347, a
decrease of $215,720, or 5.4%, compared to 2001.

Water operating revenues for 2002 increased
$150,669, or .8%, compared to 2001, The increase
resulted primarily from the 4.2% rate increase

approved by the PPUC, effective September 1, 2001.

Despite an increase in customers, per capita
consumption was down 51gn1f1cantly due to the
drought.

Net income for 2001 was $4,008,067, an increase
of $248,280, or 6.6%, compared to 2000. -
Water operating revenues for 2001 increased

$921,379, or 5.0%, compared to 2000. The increase resulted’,

primarily from an increase in customers and to a lesser
extent from the 4.2% rate increase approved by the
PPUC, effective September.1, 2001. '

Operating expenses for 2001 increased $459,281, or
4.6%, compared-to 2000. The increase was due to a
number of factors including: increased service line
maintenance due to highway relocation, Nasdag listing
fees, higher power costs, increased general insurance
premiums, increased pension and supplemental
retirement costs, and increased water treatment plant
and equipment maintenance expenses. Reduced public
utility realty taxes, lower depreciation expense due to
the lengthening of asset lives, and lower health
insurance premiurns partially offset the increase in
operating expenses.

Interest on long-term debt increased $20,083 in-
2001 compared to 2000 due to the remarketing of the
Series 1995 5% Industrial Development Bonds at 6%. 7

-




The higher interest rate was in effect for all of 2001.
Short-term interest also increased by $69,720 in 2001
compared to 2000 despite lower interest rates, due to

an increase in short-term debt outstanding. Thfe
average short-term debt outstanding in 2001 and
2000 was $3,298,887 and $1,415,595, respectively.
Allowance for funds used during construction
for 2001 increased $31,943, or 57.1%, when compared
to 2000. Capitalized interest on the pipeline to the river
project accounts for the increase. i
Federal and state income taxes rose by $149,491, .
or 7.2%, due to an increase in taxable income. The
effective tax rates for 2001 and 2000 were 35.8% and
35.7%, respectively. '

RATE DEVELOPMENTS

Within the last several years the Company
has filed applications for rate increases with the
PPUC and has been granted rate relief as a result of
such requests. The most recent rate request was filed
by the Company on January 24, 2003, seeking an
increase of $2,808,000, or 13.7%, increase in rates. The
request has been temporarily suspended by the
PPUC pending further review by the various parties
to the case. -

LiguipiTy AND CAPITAL
RESOURCES .

The Company is not aware of demands,
events or uncertainties that will result in a decrease
of liquidity or in a material change in the mix and
relative cost of capital resources. -

‘During 2002, the per capita volume of water’
sold declined approximately 3.4% compared to 2001
due to the drought emergency. The Company )
anticipates a very slow turnaround in pef capita
consumption in the coming year.

During 2002, the Company had $6,309,906 of
construction expenditures. The Company financed
such expenditures through iriternally generated
funds, customers' advances, short-term borrowings, and
proceeds from the issuance of common stock under its
dividend reinvestment plan (stock issued in lieu of cash

dividends), and employee stock purchase plan.
. |

yvsis

The Company anticipates construction
expenditures for 2003 and 2004 of approximately
$16,430,000 and $14,066,000, respectively. The Company
plans to finance such expenditures with internally
generated funds, customers' advances, short-term
borrowings, proceeds from the issuance of common
stock under its dividend reinvestment plan (stock
issued in lieu of cash dividends), possible debt and
stock issues, and employee stock purchase plan.

During 2002, net cash used in investing and
financing activities exceeded net cash provided by
operating activities. The Company anticipates that
during 2003 net cash used in investing and financing
activities will equal net cash provided by operating
activities. Borrowings against the Company's lines of
credit, proceeds from the issuance of common stock
under its dividend reinvestment plan (stock issued in
lieu of cash dividends), and employee stock purchase
plan, possible debt or stock issues, and customers'’

“advances will be used to satisfy the need for -

additional cash.

" As of December 31, 2002, current liabilities
exceeded current assets by $1,792,676. As of
December 31, 2001, curre_nf liabilities exceeded
current assets by $981,090. Short-term borrowings
from lines of credit as of December 31, 2002 and

2001 were $2,737,976 and $2,000,000, respectively.

The Company maintains lines of credit
aggrégating $14,000,000.r Loans granted under
these lines of credit bear interest based on the
prime or LIBOR rates plus 1 to 1.25%. All lines
of credit are unsecured and payable upon
demand. The Company is not required to
maintain compensating balances on its lines

" of credit. .

During 2002, the Company's dividend payout
ratios relative to net income and cash provided by
operating activities were 87.7% and 52.1%, respectively.

_ Shareholders' investment-as a percent of total
capitalization was 53.3% as of December 31, 2002
compared with 52.3% as of December 31, 2001.

The Company had a two-for-one stock split
during the second quarter 2002. On May 20, 2002,
shareholders of record-as of May 10, 2002, received
one additional share of common stock for each share
held as of the record date. The transaction had no
effect on total stockholders’ equity. All shares

BRIV
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LiQuinITY AND CAPITAL
RESCURCES (CONTINUED)

D]ROUGHT

outstanding and per share amounts were restated to~
reflect the effect of the stock split. )

The Company, like all other businesses, is
affected by inflation, most notably by the continually
increasing costs incurred to maintain and expand its
service capacity. The cumulative effect of inflation

_results in significantly higﬁer facility replacement

costs which must be recovered from future cash flows.

* The ability of the Company to recover this increased

investment in facilities is dependent upon future
revenue increases, which are subject to approval by
the PPUC.

The permitting process for the Company’s
pipeline to the Susquehanna River continued
throughout 2002. The Company’s petition to
reclassify Lake Redman as a warm water fishery is

Ain the final rulemaking stage. The Company

" expects a favorable final ruling in August

2003 and a discharge permit soon after that. This
rulemaking affects only the discharge of water from
the Susquehanna River into Lake Redman. While
this process continued, the Department of
Environmental Protection and the Susquehanna River
Basin Commission both approved the Company’s
allocation permit to withdraw water from the
Susquehanna River. This allocation process is now
with the Federal Energy Regulatory Commission for
its approval. The Company has also applied for
construction permits and intends to begin construction
in June 2003.

The engineering phase for the design of

" the intake, the pump station, and the first mile

.off pﬁpeﬂme is expected to be completed by

April 2003. The entire project cost is estimated at
$18 to $20 million and will be financed through a
combination of debt and stock issues.

On November 6, 2001, the Governor issued a
drought warning, which called for voluntary
reductions in water use. On Eebruary 12, 2002, the
drought warning became a drought emergency which
imposed mandatory water use restrictions on our
service territory. The drought emergency was o
upgraded to drought warning on November 7, 2002,
then to drought watch on December 19, 2002. The
d}ought reduced operating income for 2002. On
January 8, 2003, Governor Schweiker returned the

county to a ngrmal state.

CRITICAL ACCOUNTING ESTIMATES

The methods, estimates and judgments we use
in applying our accounting policies have a significant
impact on the results we report in our financial
statements. Our accounting policies require us to make
subjective judgments because of the need to make.
estimates of matters that are inherently uncertain.
Our most critical accounting estimates include: the
determination of the useful life of our assets; and the
valuation of our accounts receivable, ,
In connection with the determination of the useful
. life of the Company“s assets, the Company is required
to estimate the book depreciation reserve and annual
depreciation accruals related to its utiIity plant. The
Company performs service life studies by assembling
and compiling historical data related to utility plant,
analyzing such data to obtain historical trends of
survivor characteristics, and interpreting the data to
form judgments of service life characute'rist‘ics..ThE
Pennsylvania Public Utility Commission reviews and
approves the Company’s determinatioh of the useful
life of the Company’s assets. C
" In connection with the valuation of the Company’s
accounts receivable, the Company is required to

estimate the collectability of its accounts receivable.
‘The Company reviews historical data related to the
collectability of its accounts receivable and performs
aging .and other calculations in its determination of the
carrying value of accounts receivable.

Other critical accounting.estimates are discussed
in the Accounting Policies section.




ErrFECT OF RECENTLY ISSUED
ACCOUNTING PRONOUNCEMENTS
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The Financial Accounting Standards Board
(FASB) issued Statement of Financial ‘Accoﬁnting
Standards (SFAS) No. 141, “Business Combinations,”
and SFAS No. 142, “Goodwill and Other Intangible
Assets” in July 2001. SFAS No.141 requires that all
business combinations initiated after June 30, 2001,
shall be accounted for using the purchase method
of accounting. The pooling method of accounting is
prohibited. SFAS No. 142 prescribes accounting for
all purchased goodwill and intangible assets. The
statement requires that acquired goodwill is not
amortized, but is tested for impairment at least
‘annually or whenever an impairment event arises.
The Company does not have goodwill recorded on
its books; accordingly, these provisions have no
impact on the Company’s financial condition or
results of operations.

SFAS No. 143, “Accounting for Asset
Retirement Obligations” was issued in June 2001.
This statement addresses financial accounting and
reporting for obligations associated with the
retirement of tangible long-lived assets and the
associated asset retirement costs. This standard
applies to a legal obligation associated with the
retirement of long-lived assets that result from the
acquisition, construction, development or normal
operation of a long-lived asset. The term “legal
obligation” is an obligation the Company is

required to settle as a result of an existing or enacted
‘ law, statute, ordinance or contractual obligation.
The provision of this standard will be effective in
2003. -Management has reviewed the statement
and has determined that it will have no impact on
the Company’s financial condition or results of
operations. )

SFAS No. 144, “Accounting for the Impalrment
or Disposal of Long-lived Assets” was effective for
2002. This statement supercedes SFAS No. 121 -
“Accounting for the Impairment of Long- -lived-

" Assets and for Long-lived Assets to be Disposed Of.”
This statement requires an entity to recognize

an impairment loss if the carrying value amount of

a long-lived asset or asset group is not recoverable

ysis

and exceeds fair value. Managemént has reviewed this
statement and has determined that the statement will
have no impact on the Company’s current financial
condition or results of operations and that no additional
disclosure is required.

In addition, during 2002 the FASB issued
SFAS No. 148, “Accountmg for Stock-Based

. Compensation — Transition and Disclosure, an

amendment to SFAS No. 123" in December 2002;

SFAS 147 - “Acquisitions of Certain Financial
Institutions” in October 2002; SFAS No. 146 -
“Accounting for Costs Associated with Exit or Disposal
Activities” m June 2002 and SFAS No. 145, “Rescission of
FASB Statements No. 4, 44 and 64" in April 2002.

Based upon the Cdmpany s current activities, these
standards are either fGt applicable or would not impact
its accountmg and reporting requ1rements

OFrF-BALANCE SHEET
TRANSACTIONS

“The Company does not use off-balance sheet
transactions, arrangements or obligations that may
have a material current or future effect on financial
condition, results of operations, liquidity, capital
expenditures, capital resources, or significant
components of revenues or expenses. The Company
does not use securitization of receivables or
unconsolidated entities. The Company does not engage
in trading or risk management activities, has no lease
obligations, and does not have material transactions
involving related parties.

=
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‘DECEMBER 31
Assels 3 2002 2001
UTILITY PLANT, at 0riginal COSt ... .iiiiietei et ee e s e e e e et e et e e e e e neeeannns $127,117,248 $121,109,33§
Less-Reserve for depreCiation ..............ccoviiiirieeieieeeeieeseie e e e e e e ee e e eee e 20,899,987 19,356,553
T , - 106,217,261 101,752,782
Other Physical Property: : \
Less-Reserve for depreciation of $95,820 in 2002 and $89,392 in 2001 ........ococceeeiiiniinne 508,297 511,007
Current Assets: .
Cash and cash eqUIVAIENTS ... e e ; Co- 97,447
Receivables, less reserves of $130, 000 in 2002 and 2001 ... 2,838,501 2,995,000
Materials and supplies, al COSt ... e 480,573 449,777
P EP A BXPENSES .ttt e e 293,874 229,248
Deferred income taxes (NOte 3)......cvviiniiiiii e Lttt enere e, 88,655 - 88,655
Total Current Assets ‘ 3,701,603 3,860,127
Other Long=Term Assets: ,
Prepaid pension cost (Note 6) ..... et e et a e e 2,184,108 2,202,995
Deferred debt @XPEMSE . .. . e e e 314,269 354,346
Deferred rate CaSE EXPONSE .....'iiieieieiii e e et e eeeee e e e e e et e e e e e e e e et ee e e e et e s 92,852 144,042
Notes receivable (NOTE 7). iy e eans Cveeen . 835,153 1,121,916
Deferred regulatory assets (NOe 1), .. ..viu i e 2,556,709 1,886,658
111 =T R 1,998,135 1,517,619
7,981,226 ° 7,227,576
$118,408,387 $113,351,492
Capitalization and Liabilities
Capitalizations
Common stock, no par value, authorized 31,000,000 shares,
- issued and outstanding 6,364,803 shares in 2002
and 6,308,664 shares in 2001 (NOLE 5) .cuiviiiieeiii e e e et e e ra s $32,331,176 $31,473,194
Earnings retained in the bUSINESS .. .. e S 4,885,532 4,418,280
37,216,708 35,891,474
Long-term debt (NOte 4) ... oein e e e 32,652,087 32,690,343
' 69,868,795 - 68,581,817
Current Liabilities: ‘
Short-term borrowings (Note 4)................... ettt e e erianan 2,737,976 2,000,000
Current portion of long-term debt...................... e e 38,257 37,877
F Yoo T0 ) £ o= 1 2= o] L= S OO 738,723 478,423
Dividends payable............. e e 653,082 623,498
Yoot (L= €= = 28,736 527,674
Advance water revenues ............... Pt e e e et te e aee s 28,030 25,037
Accrued interest .......... L 678,164 678,163
Other accrued expenses ..........ccccvveeeeinenn. SO S P UURUUPRIRN 591,311 470,545
Total Current Liabilities 5,494,279 4,841,217
Deferred Credits: /
Customers’ advances for construction (NOte 7). ..o e, 17,684,840 17,777,685
Contributions in @id 0f CONSIUCHION .....eeeeeeitiiiii et eee et en e 12,193,101 10,784,143
Deferred iNnCome 1axes (NOTE 3).. . uiu it e e e e e e e ens 10,488,787 - 8,519,594
Deferred regulatory liabilities (NOte 1) ... e canas 942,119 970,330
Deferred employee benefits ..........c..coeeviene. [T . 1,736,466 1,876,706
’ . 43,045,313 39,928,458
$118,408,387 $113,351,492

The accompanying notes are an integral part of these statements:
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Statements of [mcome

YEAR ENDED DECEMBER 31

$32,331,176

- 2002 ° 2001 2000
Water Operating Revenues: :
Residential........ocooveiieeeriee e, VPP $11,527,695 $11,570,453 $10,979,596
Commiercial and industrial ............ceeeeevvee e, SR 5,494,359 5,472,782 5,301,362
L0 (a1 TSRO POT 2,531,157 2,359,307 2,200,205
19,553,211 19,402,542 18,481,163
Operating Expenses:
Operation and MaiNtenanCe.......c.vecceeeici e e 4,630,187 4,565,022 4,217,504
Administrative and general.........ccoovvrinrvcrien e e 4,049,496 3,921,598 3,386,889
- Depreciation and amortization ...... TR et e e aenaaerennt . 1,663,494 1,571,441 1,673,715
Taxes other than iNCOMEe taXes ......cocv i 876,815 . 409,844 730,516
' , . 11,219,992 10,467,905 10,008,624
Operating INCOME ........oceiieiericissee et seeve e 8,333,219 8,934,637 8,472,539
Interest Expense and Other Incomes:
Interest on long-term debt (NOte 4) ....oivvveiievveeeceece s 2,759,609 2,759,985 2,739,902
Interest on short-term debt (Note 4) ...c.oooovvneiiiiei e 71,671 183,429 113,709
Allowance for funds used during construction i.........ccoeoeeeeeivcnennns (139,423) (87,849) (55,906)
Other iINCOME, NBL ....oiii i e e (182,570) (159,536) (166,003)
2,509,287 2,696,029 2,631,702
Income before iINComMe taxes..........cceiiveiiiiiiiee e 5,823,932 6,238,608 5,840,837
Federal and state income taxes (Note 3) .......ocoociiiiininiieccee e 2,033,585 © 2,232,541 - 2,083,050
NEet INCOME ...t ‘ $ 3,790,347 $ 4,006,067 $ 3,757,787
Basic Earnings Per Share (Note 5) $ 0.60 $ 0.65 $ 0.63
Statements of Shareholders’® Investment
EARNINGS
RETAINED
CoMMON -~ In THE TREASURY
_ Stock BusiNEss Stock
Balance, January 1, 2000 ... e o— $28,099,197 $ 3,418,257 $ (687,800)
N N COMIE e e v e e e e e e e e e eeaes - 3,757,787 -
Cash dividends ($.49 per share).........c..cccceeveureee. e - (2,949,993) -
Issuance of common stock under dividend reinvestment plan ..... 722,609 - -
Issuance of common stock under-employee stock purchase pian 77,698 , - . -
Balance, December 31, 2000......... et s e e ee e sarreeseates 28,899,504 4,226,051 (687,800)
NEE INCOME .ottt ettt et e ee et e - 4,006,067 -
Cash dividends ($.51 per shafe) .......cccoceveeeerrevererennnn. RS - (3,126,038) -
Issuance of 76,930 shares of common stock.........ccccoiiiinne, 1,783,726 : - -
Issuance of common stock under dividend reinvestment plan....7 715,023 - -
Issuance of common stock under employee stock purchase plan 74,941 N - -
Retirement of treasury StOCK .......coevveeiireieeeiee. [T - (687,800) 687,800
Balance, December 31, 2007 ... 31,473,194 4,418,280 -
NEt INCOME ..uvviiii ittt e e r i ) - 3,790,347 -
Cash dividends ($.53 per share)..........cccoovvoiienviriccniiecccieee - (3,323,095) -
Issuance of common stock under dividend reinvestment plan..... 786,392 - -
Issuance of common stock under employee stock purchase plan 71,580 - -
Balance, December 31, 2002..........ccooiiiiiniiieeene S $ 4,885,532 $ -

The accompanying notes are an integral part of these statements.
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Cash. Flows from Operating A@&nwﬁn@su .
Net income......... ettt ararererarara e raeaa hranes e errer e rr—————
Adjustments to reconcile net income to
net cash provided by operating activities: .
Depreciation and amortization ............ooiiiiiiiei e e
Provision for losses on accounts receivable ..........ceeeeeiiiiniinnes e
Increase in deferred income taxes (including regulatory :
assets and Habilities) .....ccoccivivevircie e SR, eeerees
Changes in assets and liabilities:

Decrease (increase) in accounts receivable....c..coocevieiieiiiiee e
. Decrease in recoverable income taxes................. e ee s e .

Increase in materials and supplies .......ccccovevevinencennnn Sreereee e
(increase) decrease in prepaid expenses and prepaid pension costs...........
Increase (dedrease} in accounts payable, accrued expenses, other
liabilities and deferred employee benefits ...,
(Decrease) increase in accrued interest and taxes..........occvieiieiicicean
(Increase) decrease in Other aSSetS ....c....coivivviv v

Net Cash Provided by Operating ACtIVIties ...............cccvevurrucrere

Cash Flows from Invesling Activities:

Acquisitions of temporary INVESTMENTS ..ot

Maturities of temporary investments ...,

COoNStrUCION EXPENTITUIES .........oiiiereitesr s ere et ete st es s eeereeteee e e

Customers’ advances for construction and contributions

N @id Of CONSIIUCHION L.oiiveeie i e e e
Decrease (increase) in notes receivable........ ere———— -

Net Cash Used in Investing ACHVItIES. ..........vvevereercerereeeeeesesniseees .

Cash Flows from Financing Activities:

Repayments of long-term debt...........ccooiiiiicc e e
Net borrowings (repayments) under line-of-credit agreements...........c.c.o.ove...
Issuance of 76,930 shares of common stock @........cccccveeneeen. firirinannenennnnnnneeee
lssuance of common stock under dividend reinvestment plan.......ccevveveeee.
Issuance of common stock under émployee stock purchase plan..................
DIVIHENAS veerveiie ettt sttt b ettt et beebe st eb b eessae et e b st resreeraesreas

Net Cash Used in Financing ACHIVItIES ...........ccouuveererririvrsrerreennns <.

Net’ increase (decrease) in cash and cash equivalents..............ccooeiinnnnn,

Cash and cash equivalents at beginning of year..........cccoeiiiind )

Cash and cash equivalents at end of year et e er b b nrae s

Supplemental disclosures of cash flow information:
Cash paid during the year for: . '
Interest, net of amounts capitalized
INCOME FAXES ... iiii el r ettt e s rtre e s sabe e s e e e e e ees

Flows
YEAR ENDED DECEMBER 31
2002 2001 2000
- $3,790,347 $4,006,067 $3,757,787
1,663,494 1,571,441 1,673,715
90,481 89.265 85,357
1,270,931 1,035,136 924,785
66,018 (229,672) (186,690)
- - 5,702
(30,796) (47,007) (12,330)
(45,739) 4,416 (233,670)
273,403 (384,670) 677,666
(498,937) 362,671 135,021
(204,606) 502,018 (432,002)
6,374,596 6,909,665 6,395,341
- (3,290,488) -(2,940,152) (249,046)
3,290,488 2,940,152 249,046
(6,308,9086) (7,095,827) (6,413,721)
1,316,113~ 1,658,525 1,189,961 |
286,763 (136,122) (202,000)
(4,707,030) (5,573,424) (5:425,760)
(37,876) (37,500) (37,723)
737,976 (648,946) ° 1,217,828
= 1,783,726 -
786,392 715,023 722,609
71,590 74,941 77,698
-(3,323,095) (3,126 038) (2,949,993)
(1,765,013) (1 238 794) (969,581)
(97,447) 97,447 -
97,447 - _
$ . - $ 97,447 - $ -
$2,683,248 $2,851,378 $2,783,830 -
1,204,172 757,162 1,076,981

The accompanying notes are an integral part of these statements.
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ACCOUNTING POLICIES -

b

The business of The York Water Company is to impound,
purify and distribute water. The Company operates entirely
within its franchised territory located in York County,
Pennsylvania, and is subject to regulation by the PPUC.

The Company is subject to the provisions of Statement
of Financial Accounting Standards (SFAS) No.71,
“Accounting for the Effects of Certain Types of Regulation,” and,
therefore, certain of the accounting principles followed may
differ from enterprises in general to reflect the economic
effect of rate decisions by regulatory authorities.’

The following summarizes the significant accounting
policies employed by "Fhe York Water Company.

Property, Plant & Equipment & Depreciation

‘Property, plant and equipment consists of utility plant.
The cost of additions includes contracted cost, direct labor and
fringe benefits, materials, overheads and, for certain utility
plant, allowance for funds used during construction. Water
syste}ns acquired are recorded at estimated original cost of
utility plant when first devoted to utility service and the
applicable depreciation is recorded to accumulated
' depreciation. The difference between the éstimated original
cost less applicable accumulated depreaanon and the
purchase price is recorded as an acquisition adjustment within
utility plant. At December 31, 2002 and 2001, utility plant
includes a credit acquisition adjustment of $1,414,383 and
$1,447,968, respectively, which is being amortized over the
remaining life of the respective assets. Amortization amounted
to $33,585 in 2002 and $33,586 in 2001.

Upon normal retirement of depreciable property; the
estimated or actual cost of the asset is credited to the utility
plant account, and such amounts, together with the cost of
removal less salvage value, is charged to the reserve for
depreciation. Gains or losses from abnormal retirements are
reflected in income currently.

The Company charges to maintenance expense the cost of
repairs and replacements and renewals of minor items of

property. Maintenance of transportation equipment is charged . i

to clearing accounts and éppoptioned therefrom in a manner
similar to depreciation. The cost of replacements, renewals
and betterments of units of-property is capitalized to the utility
plant accounts. '

~ The straight-line remaining life method is used to
compute depreciation on utility plant cost, exclusive of land
and land rights. The effective rate of depreciation was 1.76%

N

in 2002, 1.74% in 2001, and 1.96% in 2000 on average utility
plant, net of customers’ advances and contributions. Larger
depreciation provisions are.deducted for tax purposes.

Annual provisions for depreciation of transportation
and mechanical equipment included in utﬂity plant are
computed on a straight-line basis over the estimated service
lives. Such provisions are charged to clearing accounts and
apportioned therefrom to operating expenses and other
accounts in accordance with the Uniform System of
Accounts as prescribed by the PPUC.

During 2001, the estimated lives were 1engthened for
certain assets that resuited in less depreciation expense of
approximately $170,000 in 2001. The lengthened lives
continued to be used in 2002.

7
Deferred Charges

Deferred debt expense is amortized on a straight-line
basis over the term of the related debt.

Deferred rate case expense is amortized over two years
as specified by the, PPUC for rate-making purposgs.

Revenues ‘ .

Revenues include amounts billed to customers on a cycle
basis and unbilled amounts based on estimated usage from
the latest meter reading to the end of the accounting period.

Customers' Advances for Construction

Advances are received from customers for
construction of utility plant and are refundable as
operating revenues are earned and any notes receivable
have been paid after the completion of construction
(see also Note 7). After all refunds to which the customer
is entitled are made, any remaining balance is transferred
to contributions in aid of construction.

~

Contributions in Aid of Construction
Vd

Contributions in aid of construction include direct
contributions and the portion of custorfiers' advances
for construction which become nonrefundable. Transfers
to other accounts may not be made without approval of ,
the PPUC.

Income Taxes & Deferred Regulatory Assets & Liabilities

Certain income and expense items are accounted for in
different time periods for financial reporting than for income
tax reporting purposes.
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ACCOUNTING POLICIES (CONTINUED)

Income taxes are accounted for under the asset and
liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to
differences between the financial statement carrying
amounts of exiéting asets and liabilities and their
respective tax bases and operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary
differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in
tax rates is recognized in income in the period that
includes the enactment date. To the extent such
income taxes increasé or decrease future rates, an
- offsetting regulatory asset or lability has been recorded.

Investment tax credits have been deferred and
are being amortized to income over the average
estimated service lives of the related assets.

Notes Receivable - T

Notes receivable are recorded at cost, less the
related allowance for impaired notes receivable.
Management, considering current information and
events regarding the borrowers' ability to repay theéir
obligations, considers a note to be impaired when it
is probable that the Company will be unable to
collect all amounts due according to the contractual
terms of the note agreement. When a note is
considered to be impaired, the amount of the

N@ﬁ@g ﬁ@ Fmammaﬂ

Statemen ts

Allowance for Funds Used During Construction

Allowance for funds used during construction (AFUDC)
represents the cost of funds used for construction purposes
during the period of construction. These costs are reflected as
non-cash income during the construction period and as an
addition to the cost of plant constructed. The AFUDC rate was
10.04% for 2002, 2001, and 2000: -

Statements of Cash Flows

For the purposes of the stateménts of cash flows,
the Company considers all highly liquid debt instruments
purchased with a maturity of three months or less to be
cash equivalents except for those instruments earmarked
to fund construction expenditures or repay long-term debt.

~—— '

" Use of Estimates in the Preparation of Financial

Statements

The preparation of financial statements in conformity -
with generally accepted accounting principles requires
management to make estimates and assumptions that affect
the reparted amounts of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and
expenses during the réporting period. Actual results could

differ from those estimates.

Reclassification - -
Certain 2001 and 2000 amounts have been reclassified

to conform to 2002 presentation.

2. RATE INCR]EASES

impairment is measured based on the present value
of expected future cash flows discounted at the
note's effective interest rate.

Pension Plans

' The Company has defined benefit pension
plans covering substantially all of its employeés.
The benefits are based on years of service and the
employee's compensation before retirement. The

The Company has increased rates as approved by the
PPUC in August 200% (4.2%). The new rateés became effec-
tive September 1, 2001 and are designed to produce - )
approxmately $800,000 in additional annual operating
revenues. The Company filed a rate increase request on
January 24, 2003, seeking an increase of $2,808,000, or 13.7%.
The request has been temporarily suspended by the PPUC
pending further review by the various parties fo the case.

‘

Company also has a savings plan pursuant to the
provisions of Section’401(k) of the Internal Revenue ‘
Code. The plan covers substantlally all of its
employees.

[
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3. IncoME TAXES

Notes to Finmnancial

Statements

taxes ................ $2,033,585  $2,232,541  $2,083,050

The tax effects of temporary differences that give rise
to significant portions of the deferred tax assets and
deferred tax liabilities ast December 31, 2002 and 2001 are
summarized in the following table:

2002 2001
The pr.ovisions for income taxes Fonsist of: Deferred tax assets:
2002 2001 2000 Allowance for doubtful
~ acCoUNtS .ovvvvviiiiiieeieienn, $ 88,655 $ 88,655
Federal current .....$ 425397 $ 710,573 -$ 926,825 Deferred compepsation ... - 781,150 - 263,009
Customers' advances
tat ..
State curren 330,172 348,373 297,378 and contributions ............ 459,475 512,339 . -
Federal deferred ... 1,301,525 1,217,628 811,066 . L
: Alternative minimum tax i
State deferred ...... 12,467 6.427) . 83,563 credit carryforward .......... 453,918 768,511
Federal investment : Other ..vovvvveeeeeeeenn 31,474 35,104
tax credit, net
priiithl (35,976) (;7 606) (36,682) Total gross deferred
Co ASE ’ ! tax assets ... - 1,814,672 1,667,618
Total income ; Less valuation
taxes ......oooeeeeen $2,033,585  $2,232,541 $2,083,059 allowance ... _ _
i Total deferred tax assets .... 1,814,672 1,667,618
A reconciliation of the statutory Federal tax provision S
. Deferred tax liabilities:
(34%) to the total provision follows: o .
Accelerated depreciation .... 10,733,745 . 8,616,012
Investment tax credit ......... 340,407 -~ 351,804
2002 2001 2000 L
Pension income ................ 886,604 894,271
Statutory . Other, net ................... e | 254,048 236,470
. Federal tax : ‘ Total deferred tax .
provision ........... $1,080,137  $2,121,127  $1,985,885 liabilities .....ooevvvviiereienenn. 12,214,804 10,098,557
. Tax-exempt ) : Net deferred tax :
interest ............. (57,073) (64,145) (47,524) liability .ovvveeeieiiceccnn, $10,400,132 $ 8,430,939
Effect of _ Reflected on balance '
depreciation sheets as: )
flowed through ... - - (65,081) Current deferred ‘
Effect of cost of tax asset........coeeeiiinennnn. $ (88,655) $- (88,655)
removal flowed Noncurrent deferred
through ............. - - (27,990) BT N 10,488,787 8,519,594
Amortization of * Net deferred tax ‘
investment tax e
credit ..o (38.211) (38,332) (38,118) Ilab|I.|ty ................... ST $10,400,132 3$ 3,430,939
S;[:;Z;ncnoertnsf ’ ‘ . No valuation allowance is required for deferred tax
Feder'al benefit ... 226,142 225,684 251,441 assets as of December 31, 2002 and 2001. In assessing the
Debt issuance realizability of deferred tax assets, management considers
EXPENSes ........... - - (31,956) whether it is more likely than not that some portion or all of
Cash value of ' the deferred tax assets will not.be realized. The ultimate
life insurance : . realization of deferred tax assets is dependent upon the
policies ............. (28,264) {(17,134) (5,196) . . . . .
: generation of future taxable income during the-periods in
Other, net ............ (49,146) (4,659) 61,569 . : . i
“Total income - _ which those temporary differences become deductible.
Management considers the scheduled reversal of deferred tax

liabilities, projected future taxable-income, and tax planning
strategies in making this assessment. Based upon the level
of historical taxable income and the current regulatory
environment, managerent believes it is more likely than
not the Company will realize the benefits of these
deductible differences.
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4. BORROWINGS

N@tee t@ Fum@meuaﬂ

Long-term debt as of December 31, 2002 and 2001 is
summarized in the following table:

@t@ﬁ@memte

5. COMMON STOCK AND-
EARNINGS PER SHARE

2002 2001
10.17% Senior Notes, ) .
Series A, due 2019 ............. $ 6,000,000 $ 6,000,000
9.60% Seriior Notes, a
Series B, due 2019 ............. 5,000,000 5,000,000
' 10.05% Senior Notes, .
Series €, due 2020 ............. 6,500,000 6,500,000
. 8.43% Senior Notes, ) :
Series D, due 2022 ............. 7,500,000 7,500,000
4.40% Industrial Development )
Authority- Revenue
Refunding Bonds,
Series 1994, due 2009 ......... 2,700,000 - 2,700,000
1% Pennvest Note, . X v
due 2019 ..o 652,087 690,343
6% Industrial Development '
! Authority Revenue
: Refunding Bonds, .
! Series 1995, due 2010.......... 4,300,000 4,300,000
t : .
! $32,652,087 $32,690,343 |

!
¢

The 6.0% Industrial Development Authority Revenue
Réfunding Bonds, Series 1995, have a mandatory tender date of
June 1, 2005. The Company is required to repurchase any unre-
marketed bonds.

* The 4.40% Industrial Development Authority Revenue
Refundmg Bonds, Series 1994 , have a mandatory tender date
of May 15, 2004. The Company is required to repurchase

" any unremarketed bonds.

The terms of the debt agreements limit in some cases
the Company's ability to prepay its borrowings and include

certain restrictions with respect to declaration and payment ,
~ of cash dividends and acquisition of the Company's stock.
~ Under the terms of the most restrictive agreements, cumula-

tive paymeénts for dividends and acquisition of stock since
December 31, 1982 may not exceed $1,500,000 plus net income
since that date. As of December 31, 2002, none of the earnings
retained in the business are restricted under these provisions.
The Company maintains lines of credit aggregating

$14,000,000.- Loans granted under these lines as of December
31, 2002 bear interest based on the prime or LIBOR rate plus
1 to 1.25%. There were $2,737,976 of short-term borrowings

. as of December 31, 2002 and $2,000,000 a§ of December 31,

2001. The weighted average interest rate on short-term

.borrowings outstanding as of December 31, 2002 was 2.56%.

All of the lines of credit are payable upon demand. The
Company is not required to maintain compensating balances
on its lines of credit. :

Earnings per share are based upon the we1ghted average
number of shares outstanding of 6, 330 394 in 2002; 6,153,250
in 2001; and 6,021,350 in 2000. The Company does not have

>d11utlve securities.

Under the employee stock purchase plan, all full-time
employees who have been employed at least six consecutive
months may purchase shares of the Company's common stock

through payroll deductions limited to 10% of gross compensa-

tion. The purchase price is 95% of the fair market value (as
defined). As of December 31, 2002, 99,180 shares have been
issued under the plan. '

Under the optional dividend reinvestment plan, holders
of the Comipany’s common stock may purchase additional
shares. The purchase price is 95% of the fair market value
(as defined). As of December 31, 2002, 2,981,029 shares of the
3,840,000 shares authorized have been issued.

On October 22, 1999, the Company purchased 38,000 -
shares of its common stock in a private transaction: These
shares were retired in 2001.

On July 23, 2001, the Company offered to holders of its
common stock non-transferable subscription rights to pur-
chase up to an aggregate of 120,000 shares of common stock.
All shareholders were granted one subscrip;cion right for -
every 25 shares of common stock held of record as of June 30,
2001. Each subscription right entitled the holder to purchase
one share at a purchase price of $23.61 per share. On
September 10, 2001, subscription rights to purchase 76,930
shares were exercised. The net proceeds, $1,783,726, were
used to repay short-term borrowings.

*During the second quarter of 2002, the Company had a
two-for-one stock split. On May 20, 2002, shareholders of
record as of May 10, 2002, received one additional share of .
commuon stock for each share held as of the record date. The
transactior had no effect on total shareholders’ equity. All
shares outstanding and per share amounts in this report have
been restated to reflect the effect of the stock split.

6. EMPLOYEE BENEFIT PLANS -

The Company maintains two defined benefit pension
plans covering substantially all of its employees. The benefits
are based upon years of service times the sum of $17.50 plus
1.5% of final average monthly earnings in excess of $400. The

mum amount permitted by the Employee Retirement Income
Security Act of 1974, as amended. ’

06
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-Company’s funding policy is to contribute annually the maxi- |
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‘The fo]lowing table sets

_and amounts recognized in the Company's balance sheets as ]
of December 31, 2002 and 2001. The measurement of assets
and obligations of the plans is as of December 31, 2002 and 2001..

Notes to Finanel

forth the plans' funded status

\ 2002 © 2001
" Pension benefit obligations

beginning of year ............... $11,954,086 $11,993,805
Service cost ... 340,834. 384,287
Interest cost .....lcoueiiiiiriiiian, 835,276 795,934
(Decrease) increase due

to actuarial (gain) loss.....¢... 702,549 (697,159)
Benefit payments‘ ................ (690,052) (522,781)

‘Pension benefit. obligation K '
endofyear.........co.ceeni. $13,242,693 $11,954,086
Fair value of plan assets ‘
beginning of year ............... $13 327,027 $15,006,375
Actual return on plan -

ASSetS Lo (1,007,496) (1,156,567)
Employer contributions ......... ' 242,116 -
Benefits paid ...........cocereenn. (590,052) (522,781)
Fair valué of plan assets : ,

endofyear.........coooevunnnn. $11,971,585 $13,327,027
Funded status.................... $ (1,271,098) $ 1,372,941
Unrecognized transition ' '

8SSEt .o - (36,333)
Unrecognized net prior

service cost........cooeiiniennn 205,072 236,404

. Unrecognized net loss ......... 3,250,134 629,983 -
Prepaid pension cost as
of December 31, 2002
and 2001 ......................... $ 2, 184 108 $ 2,202,995

Net periodic pension expense (income) for 2002, 2001
and 2000 included the following components:

The weighted average discount rate used in detefmining
the actuarial present value of the projected benefit obligation
was 6.75% in 2002, 7.25% in 2001 and 6.75% in 2000. The rate
of increase in future compensation levels was 5%. The
expected long-term rate of return on assets was 7%.

. The Company has a savings planlpu.rsuant to the provisions
of section 401(k) of the Internal Revenue Code. Thq plan pro-
vides for elective employee contributions of up to 15% of com-
pensation and Company matching contributions of 50% of the
participant's contribution, up to a maximum annual Company
contribution of $1,500 for each employee. Contributions to the
plan amounted to $76,149 in 2002, $61,584 in 2001, and $58,952
in 2000.

The Company has nbn—qualiﬁed deferred compensation
agreements with certain senior management. The future com-
mitments under these arrangements have been funded through
corporate-owned life insurance policies. At December 31, 2002
and 2001, the present value of the future obligations was
$1, 736,465 and $1,876,706 respectively. The insurance policies
included in other assets had a total cash value of $1,890,805

" and $1,405,425, respectively, at December 31, 2002 and 2001.

7. NOTES RECEIVABLE AND CUSTOMERS'
ADVANCES FOR CONSTRUCTION

The Company has entered into agreements with six .
municipalities to extend water service into newly-formed water dis-

' tricts. The Company lpaned funds to the municipalities to

cover the costs related to the projects. The municipalities con-

" currently advanced these funds back to the Company in the
- form of customers’ advances for construction. The municipalities are

required by enacted ordinance to charge application fees and
water revenue surcharges (fees) to customers connected to the
system which are remitted to the Comipany. The prindpal and the

. related customer advance are reduced periodically as operating

revenues are earned by the Company from customers con-

nected to the system and refunds of advances are made. There

is no due date for the nétes nor expiration date for the advances.
. The Company has recorded interest income of $151,922

' in 2002, $142,560 in 2001, and $122, 828 in 2000.

Included in the accompanying balance sheets at
December 31, 2002 and 2001 werethe following amounts
related to these pro]ects

7 2002 2001

2002 2001 2000

Service cost-benefits

earned during :

theyear .................. $340,834 $384,287 $332,258 -
Interest cost on

projected benefit ! . . o

obligation ................ 835,276 795,934 752,667
Expected return on i

plan assets.............. (910,110) (1,030,129) (1,064,600)
Amortization of

transition asset ........ (36,333) (206,000) (206,000)
Amortization of )

prior service cost....... 31,336 31,336 31,017
Amortization of

accumulated gain ..... - - (45,882)
Net periodic pension :

expense (income) ..... $ 261,008 $ (24,572) $(200,540)

Notes receivable, : ' ' ,
including interest ...................... $ 669,265 $ 947,852

Customers' advances

for construction 2,758,130 3,090,261
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ADVANCES FOR CONSTRUCTJI@N \
(CONTINUED) -

7. Nores RECEIVABLE AND CUSTOMERS

The Company has other notes receivable tQtahng
$165 888 and $174,064 at December 31, 2002 and
2001, respectively.

The Company has other customers’ advances for
construction totaling $14,926,710 and $14,687,424 at
December 31, 2002 cmd 2001, respectively.

During the second quarter of 2002, the Company offset
notes receivable in the amount of $388,078 against the
related advances for construction based on its determination
that the principal recoverable from note holders was less
than the recorded amount, and the fact that advances are
not fully refundablé to the extent that payments are not
received on the notes. )

8. CarrtarL COMMITMENTS

The Company plans to finance ongoing capital

- expenditures with internally generated funds, customers'

advances, short-term borrowings and proceeds from the
issuance of common stock under its dividend reinvestment
plan (stock issued in lieu of cash dividends) and employee
stock purchase plan. As additional funds are needed for
the pipeline to the river, various debt and equity fmancmg
will be used.

9. COMMITMENTS AND
CONTINGENT LIABILITIES

lal Statements

_value. Accordingly, the estimates presented herein are not

necessarily indicative of the amounts that the Company
might realize in a current market exchange. The use of dif-
ferent market assumptions and/or estimation methodologies

. may have a material effect on the estimated fair value.

The carrying amount of current assets and liabilities
that are considered financial instruments approximates
their fair value as of the dates presented. The Company's
long-term debt, with a Carrying‘value of $32,652,087 at
December 31, 2002 and $32,690,343 at December 31, 2001,
had an estimated fair value of approximately $42,000,000 in
2002 and $39,000,000 in 2001. The weighted average rates
used to calculate the carrying value were based on the
30-year Treasury Bond yield. The 2002 and 2001 rates were
5.99% and 6.58%, respectively.

The Company’s customers’ advances for construction
and notes receivable have carrying values at Décember 31,
2002 of $17,684,840 and $835,153, respectively. The relative
fair values of these amounts cannot be accurately estimated-
smce the timing of future payment streams is dependent
upon several factors, including new customer connections,
customer consumption levels and future rate increases.

11. SHAREHOLDER RIGHTS PLAN

!

The Company'is involved in certain legal and’
administrative proceedings before various courts and
governmental agencies concerni'ng rates and other matters.
The Company expects that the ultimate disposition of these
proceedings will not have a material effect on the Company's
financial position, results of operations and cash flows.

10. FATR VALUE OF FINANCIAL
INSTRUMENTS

RS

The estimated fair value of financial instruments
has been determined based on available market
information and appropriate valuation methodologies.
However, considerable judgment is necessarily required in
interpreting market data to develop the estimates of fair

On January 25, 1999, the Company's Board of Directors
approved a Shareholder Rights Plan designed to protect the.
Company's shareholders in the event of an unsolicited,
unfair offer to acquire the Company. Each outstanding
common share is entitled to one Right which is evidenced
by the common share certificate. In the event any person
acquires 15% or more of the outstanding common shares or
commences a tender or exchange offer which, if
consummated, would result in a person owning 15% or
more of the outstanding common shares, the Rights will
begin to trade independently from the common shares, and
unld entitle the holder to purchasé a pumber of common
shares having approximately twice the value of the exercise

* price of the Rights. If the Company is involved in a merger -

or other business combination at any time after the Rights
become exercisable, the Rights will entitle the holder to
acquire a number of shares of the acquiring company having
approximately twice the value of the exercise price of the
Righis. The Rights are redeemable by the Company at a
redemption price of $0.01 per Right at any time before the
Rights become exercisable. The Rights will expire on January
24, 2009, unless previously redeemed.

-~
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12. SELECTED QUARTERLY
Financiar Dara (UNAUDITED)

SECOND

2002 FirsT THIRD FOURTH - YEAR
Water operating revenue $4,679,634 $4,876,305 $5,276,135 -~ $4,721,137 $19,553,211

Utility operating income 2,074,943 1,982,195 2,384,386 1,891,695 . 8,333,219
Net income ' . 875,447 920,934 1,115,543 878,423 3,790,347
Basic earnings per share 14 15 18 13 60
Dividends per share 13 13 A3 a4 IR X
2001 _ S )

Water operatihg revenue $4,495,450 -~ $4,763,382 $5,110,284 $5,033426 - $19,402,542
Utility operating income 1,951,126 2,034,245 - ’ 2,890,671 2,058,595 8,934,637
Net income 802,200 856,689 1,363,695 983,483 4,006,067.
Basic earnings per share A3 14 .23 15 .65
Dﬁvidends per share 2. .13 13 13

.51

Independent Auvuditeors? E&@@@ﬁ@

To THE SHAREHOLDERS AND BOARD OF DIRECTORS
OF THE YORK WATER COMPANY,

We have audited the accompanying balance sheets of The York Water Company as of December 31, 2002 and 2001,

and the related statements of income, shareholders' investment, and cash flows for each of the years in the three-year period
ended December 31, 2002. These financial statements are the responsibility of the Company's management. Qur
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes exaniim'ng, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and

the significant estimates made by management, as well as evaluating the overall financijal statement p’resentation. We believe
that our audits provide a reasonable basis for our opinion. - N ' '

In our opinion, financial statements referred to above present fairly, in all material respects, the financial position of

The York Water Company as of December 31, 2002 and 2001, and the results of its operations and its cash flows for each of
the years in the three-year period ended December 31, 2002 in conformity with accounting principles generally accépted in
the United States of America. '

Heer) A

York, Pennsylvania
March 4, 2003

-3
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Supplemental Information (Unaudited)

- : : ' 'YEARS ENDED DECEMBER 31
Selected Financial Data _ oo 2002 2001 T 2000
Income \

Operating ReVENUES........cooccici i et T $19,553,211 $19,402,542 $18,481,163
Operating EXPENSES......ccovvecevvvreeienreecennnanseenns e e e b se e s berneabees ....$11,219,992 $10,467,905 $10,008,624
OPEIALING INCOME. covvrrer v eeeteeseeeseee st rese e sseee s esreses et nseons $8,333,219 $8,934,637  $8,472,539
interest and Debt EXPENSE.........ccuvveivirrciviieereiieseeerecreeasesereanseensanenens ST $2,691,857 $2,855,565 $2,797,705
 Net income Applicable to Common Stock. $3,790,347 $4,008,067 $3,757,787
. Percent Change in Net Income Compared to Prior Year..............cccecceeeeninn, -5.4% - 86.6% . ' 19.1%
* Common Stock Dividends ............. e s s $3,323,005 - $3,126,038 $2,949,993
DIVIAENd PayOUt RALO...... .o veeeoosvveereeoseeeeeeeesosereeeseeeeseneeenseeoe e, 88% 78% 79%
Weighted Average Common Shares Outstanding .........cccceene. e ————— 6,330,394 6,158,250 6,021,350
Basic Earnings Pér Weighted Average Common Share................ e $.60 $.65 $.63
Number of Common Shares Outstanding e s ... 6,364,803 6,308,664 6,085,466
ROE on Year End Common EQuity ......ccoccvininiiiniinees TP URO 10.2% "11.2% 11.6%
Common Stock DIvidends Per SRare ...........crwressrssssiasseesesesesessneees $.53 -$.51 $.49
Net Cash Flows From Operating ACHIVItIES ......ccoocvive i e $6,374,596 - $6,909,665 $6,395,341
Balance Sheet v _
Common Shareholders' Equity _‘ . $37,216,708 $35,891,474 $32,437,755
Long-Term De,bt O OGO PSP ... $32,652,087 $32,690,343 $32,728,220
" Total Capitalization ..................... e ettt $69,868,795 $68,581,817 $65,165,975
Percent Common Shareholders' EQUItY.........cccceinieinecniinmccnninre e 53% 52% 50%
Percent Long-Term 2 SOOI 47% 48% 50%
Net ULty Plant ..o e ve s e o $106,217,261 $101,752,782 . $96,433_,665
Operating Data ’
Revenue Class - N \ . :

' $11,527,695 . $11,570,453  $10,979,596
$5,494,359 $5,472,782 $5,301,362
$2,531,157 $2,359,307 $2,200,205

$19,553,211 $19,402,542 $18,481,163
Other Operating Data
Nurmber of CUSTOMErS......ivii s R 51,023 50,079 49,195
Number of Employees...........cccovnreene. e e 89 . 90 ’ 90
Capital Additions."........ccccocv..... ST ST $6,309,906 $7,095,827 $6,413,721
Common Sharehdlders , ‘ . ‘ 1,353 1,327 1,307
Book-Value Per Common Share . $5.85 $5.69 $5.33
Market Value at Year End ' : : $14.20 $14.63 $9.00
Market Value to Book Value ... v R L 243% 1 257% 169% -
P/E RatiQ ....ccoovviiiiiveeninnns [P S S S eeeae 23.67 22.5 14.3
Per share data refiects the impact of the May 2002 two-for-one stock split. )
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1993

1999 1998 1997 - 1996 1994 1992
$17,511,251  $17,137,029  $16,996,706 $15,721,462 $15449296 $14,755707  $14,201,756 .$13,216,692
'$10,255,553  $9,721,428  $9,678,694  $9,223,227  $10,539,739  $9,936,947  $9,877,114  $8,698,043
$7,255,698 $7,415601  $7,318,012  $6,498,235 ~ $4,909,557  $4,818,760 $4,324,642  $4,518,649
$2,643,579 $2,673,614  $2,707,310  $2,893,123  $2,738,846  $2,720,535 ' $3,045872  $2,609,708
$3,154,073  , $3,135,389  $3,120,061  $2,759,756  $2,312,247  $2,444,678 $2,550,883  $2,168,118

0.6% 0.5%. 13.1% 19.4% 54% -4.2% 17.7% 7.0%
$2,823,526 $2,744,592  $2,650,266  $2,376,620  $2,277,190  $2,249.279°  $2.220,683  $2,139,969

90% 88% . 85% 86% - 98% 92% 87% 99%

5,980,534 5,902,570 5,824,938 5,255,128 5,060,760 4,998,744 4,935,232 4,674,536
$.53 - $53 $.54 $.53 $.46 $.49 $.52 $.46
5,978,182 5,959,444 5,869,564 5,801,048 5,008,992 5,037,472 4,974,536 4,911,112

10.2% 10.3% 10.7% 9.9% 10.6% 11.5% 12.4% 13.0%

. $.48 $.47 $.46 $.45 $.45 $.45 $.45 $.45
$5,495,744 $6,207,018  $5,002,022, $4,310,222  $3,000,025  $3,754,202 $3,672,970  $3,296,508
$30,829,654  $30,380,436  $29,150,786 '$28,002,757 $21,771,767  $21,251.914  $20,597,440  $19,832,098
$32,765,943  $32,000,000 $32,000,000 $32,000,000 $32,000,000 $32,000,000  $32,000,000  $34,966,327"
$63,595,597  $62,380,436  $61,150,786 $60,002,757 $53,771,767  $53,251,914  $52,597,440  $54;798,425

48% 49% . 48% C4T% 40% 40% 39% 36%

52% 51% . 52% 53% " 60% 60% 61% 64%
$91,725,068  $86,401,217  $83,155,036 = $80,334,138 $76,819,549 $73,107,138  $67,937,662  $63,245,524
$10,198,707  $10,015871  $9,975226 $9273,216  $8895601  $8271510°  $8080,582  $7,557,324
$5,368,833  .$5,303/237  $5203,730  $4,925,781  $5292,109  $5,313,765 $4,990,704  $4,599,232
$1,943,711 $1,817,921 - . $1,727,750  $1,522,465  $1,261,586 ~ $1,170,432.  $1,130,470  $1,060,136
$17.511,251  $17,137,029  $16,996,706 $15721,462 $15449,296  $14,755707  $14,201,756 ~$13,216,692

48,144 47,173 46,458 45,800 44,879 43,830 42,844 42,198

90 91 90 91 90 91 90 ’ 91
$7,050,376 $4,989,967  $4/500,517  $4,936,816  $5,256,950.  $6,629,903 $6,040,584  $2,777,903

1,364 1,325 1,334 1,281 1217~ 1,208 1,190 1,213

$5.16 $5.10 $4.97 $4.83 $4.27 $4.22 $4.14 $4.04

$8.38 $9.63 $10.38 $8.41 $8.47 $7.88 $7.25 $6.94

162% 189% 209% 174% 198% 187% 175% 172%

16.0 182 19.4 16.0 18.4 16.1 14.1 14.9

)
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